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ADVERTISING

APA Adoption
Life Insurance lllustrations

Commi ssi oner Elton Boner has anended 28 TAC 88 21.114, to conformw th

the Life Insurance Illustration Rule sumarized in this section under
t he headi ng, LIFE | NSURANCE. The change provides that if dividends are
illustrated, the illustration must conformto the requirenents of the

newly adopted life insurance illustration rule (28 TAC 88 21.2201-
21. 2214).

Proj ected publication date: Septenber 25, 1998
Further information: 512 463-6327

LIFE INSURANCE

APA Adoption
Life Insurance lllustrations

Conmi ssi oner Elton Bormer has adopted new 28 TAC 8§ 21.2201- 21.2214,

concerning the use of illustrations in the sale of |ife insurance. The
rules apply to all group and indivi-dual life policies and certificates
except for variable life, annuities, credit |life and life policies with
no illustrated death benefits exceeding $10, 000 on any one indivi dual

The rules will apply to such policies sold on or after July 1, 2000.

The new sections incorporate nearly all of the NAIC Life | nsurance
Illustrati on Mbdel Regul ation but al so contain provisions unique to
Texas.

The stated goals of the rules are to assure that illustrations do not
mslead life insurance buyers and to nmake illustrations nore easily
understood. Insurers are expected to define terns in | anguage under st ood
by a typical person within the segnent of the public to which an
illustration 1s directed.

The rules apply an actuarial test called the "Disciplined Current Scal e"
tolimt the projection of non-guaranteed elenents to those that are
based on actual, recent and verifiable experience. The purpose of this
test is to minimze or elininate nanipul ati on of assunp-tions underlying
the illustration of non-guaranteed val ues.

Definitions
The nost significant definitions include:

Contract premium neaning the gross premiumrequired to be paid under a
fixed premi umpolicy, including the premumfor a rider for which
benefits are shown in the illustration.

Non- guar ant eed el enents, defined as the prem uns, benefits, val ues,
credits or charges under a life insurance policy that are not guaranteed
or not determ ned at issue.



Currently payabl e scale, neaning a scal e of non-guaranteed el enents in
effect for a policy formas of the illustration date or declared to
beconme effective within 95 days of the illustration date.

Di sci plined current scale, which nmeans a scal e of non-guaranteed
el ements that constitutes a limt on an insurance conpany's currently
used illustrations. The scal e nmust be reasonably based on actual recent
hi storical experience, as certified annually by an illustration actuary
designated by the insurer. Standards of the Actuarial Standards Board
nay be relied upon for QU|dance if they are:
Consistent with all provisions of the rule.
e Limt a disciplined current scale to reflect only actions that
al ready have been taken or events that already have occurred.
* Do not permit a disciplined current scale to include projected
trends of inprovenents in experience or any assuned i nprovenents

in experience beyond the illustration date.
e Do not permt assuned expenses to be | ess than nmi ni mum assunmed
expenses.

Illustrated scal e, which nmeans a scal e of non-guaranteed el enents
currently being illustrated that is not nore favorable to the policy
owner than the | esser of:

1) the disciplined current scale or

2) the currently payabl e scale.

Illustration, defined as a presentation or depiction used in the
solicitation or sale of a life insurance policy that includes non-
guaranteed el enents of the policy over a period of years and includes
but is not linted to:

e A basic illustration, which is one showi ng both guaranteed and
non- guar ant eed el enents.

* A supplenental illustration furnished in addition to a basic
illustration. It rmust neet basic requirenents of the rule and may
be presented in a format different fromthe basic illustration. It
may depict only a scale of non-guaranteed elenments that is
permtted in a basic illustration

* An in-force illustration, which is one furnished at any tinme after

the policy has been in force for one year or |onger

Policies to Be lllustrated

Life insurers nmust notify TDI whether a policy formis to be marketed
with an illustration. This requirenent will apply both to policies
actively marketed on the rule's effective date and those filed later. If
a policy formis identified as marketed without an illustration, a
conpany nmay not use an illustration before the first policy anniversary.
If illustrations are used, a basic illustration conformng to the rule
nmust be provided. The rul e makes certain exceptions for group policies.

Ceneral Requirenments and Prohibitions

Cuar ant eed death benefits and val ues avail abl e upon surrender, if any,
for the illustrated prem um nust be shown and clearly | abel ed as
guar ant eed.

An illustration nay not base non-guaranteed el enents on a scale nore
favorable to the policy owner than the insurer's illustrated scal e at
any duration. These el enents nust be clearly |abeled as non-guarant eed.

Any illustration depicting non-guaranteed el enents over a period of
years must include a conspi cuous disclai ner that:
e ldentifies benefits and values that are not guaranteed.
e ldentifies the assunptions on which the illustration is based.
e Discloses that the assunptions for the years shown are likely to
change and, in fact, are subject to change by the insurer



e States that actual results may be nore or |ess favorable.

e Either generally identifies the factors that may affect future
policy performance, such as death clainms, investnent earnings and
overhead costs, or refers to the narrative

e that identifies these factors.

An acceptabl e di scl ai ner m ght say: "The values shown in the current and
m d- poi nt col utms are not guaranteed and assunme that our current scale
for interest credited, cost of insurance and expense charges will remain
unchanged for the years shown. This is not likely to occur, and actua
results may be nore or |ess favorable. Future credits for interest and
deductions for nortality and expenses can vary at the conpany's

di scretion, dependi ng upon factors such as death clainms, investnent
ear ni ngs and overhead costs."

Any illustration that indicates a consuner m ght use non-guaranteed

val ues to pay premuns or other policy charges nust disclose clearly
that, depending on actual results, a policy owner m ght need to continue
or resune prem um paynments to keep a policy in force.

Insurers are explicitly prohibited fromrepresenting a policy as
anyt hing other than life insurance.

Illustrations may not depict policy perfornance as nore favorable to the

policy owner than that produced by the insurance conpany's illustrated
scal e.
The interest rate used to determine illustrated non-guaranteed el enents

cannot exceed the snmaller of
1) the earned interest rate underlying the disciplined current scale
or
2) the interest rate for the currently payabl e scale.

An illustration nmay not depict a persistency bonus, a specified
addi ti onal anobunt or a specified reduction in nortality costs or
expenses in a specified policy year (after the first year) unless it:
e Represents an express obligation of the insurance conpany in the
contract or policy and
* Meets | apse-support and sel f-supporting tests required by the

rul es.
"Concept" Illustrations
A basic or supplemental illustration or both may depict a "concept,"
such as vani shing premiumor an incone stream |f the concept is shown
in a basic illustration, an extended nuneric sunmary mnust be used. |If
not shown in a basic illustration, a concept may be shown in an extended
nuneric sunmary appended to the basic or in a supplenental illustration
Suppl emental illustrations may depict a concept in one of four ways:

e Asingle illustration that cal cul ates val ues based on both the
illustrated scale and on an alternative scale contained in the
rul es.

* Asingle illustration that cal cul ates val ues based on the
illustrated scale, provided an extended numeric sunmary is
attached that cal cul ates val ues based on both the illustrated
scal e and one of the alternative scal es.

e Two illustrations, one that cal cul ates val ues based on the

illustrated scal e and anot her that cal cul ates val ues based on one
of the alternative scal es.

e Until January 1, 2001, a disclosure docunent explaining in
narrative formthat



1) the depiction of policy values to pay prem uns does not mean
that premumrequirenents are cancel ed, for-given or waived;
that the operation of any plan to pay premuns with policy
val ues depends upon non-guarantee factors remai ni ng unchanged,
whi ch may or may not occur; and/ or

2) the use of policy cash flows for other purposes depends upon
non- guar anteed factors remai ni ng unchanged, which may or nay
not occur.

When a di sclosure docunment is used to illustrate a concept, it nust
briefly describe the non-guaranteed factors affecting the use of policy
val ues to pay premuns or to generate cash flows. It also nust contain a
hypot heti cal exanple for issue age 50 showi ng the i mpact on the concept
of reducing the current non-guaranteed factors by 25 percent and 50
percent.

Al ternative scales that may be used until January 1, 2001, include
1) mid-point and guaranteed scal es,
2) the dividend conponent of the illustrated scal e reduced by 50
percent or
3) the dividend and/ or credited conponent of the illustrated scale
reduced by 50 percent of the interest conmponent of the illustrated
scal e in excess of policy guarantees.

Standards for Basic Illustrations

Basic illustrations (aside fromthe coverage page) nmust begin with a
narrative sumary that includes a brief description of the policy
(including a statenent that it is a life insurance policy) and a brief
description of the premumto be paid. Narrative sunmaries al so nust
briefly describe policy features, riders or options —guaranteed or non-
guaranteed— and their potential inmpact on policy benefits and values. A
basic illustration al so nmust include the disclainmer, outlined above,
concer ni ng non-guar ant eed val ues and benefits.

A basic illustration for an individual life policy must include a
"nuneric sumary" show ng prem uns, death benefits and val ues at policy
years 5, 10 and 20 and at age 70. The sunmaries must be presented on
t hree bases:

1) policy guarantees,

2) insurer's illustrated scal e and

3) insurer's illustrated scale wth non-guaranteed el enents reduced

as follows:

e Dividends at 50 percent of the di-vidends contained in the
illustrated scale.

* Non-guaranteed credited interest at rates that are the average
of the guaranteed rates and the rates contained in the
illustrated scale.

e Al non-guaranteed charges, including but not limted to term
i nsurance charges, nortality charges and expense charges, at
rates that are the average of the guaranteed rates and the
rates contained in the illustrated scale.

A certification, signed by both agent and custoner, that a copy of the
illustration has been provided to the customer nust be included on the
same page as the nuneric sunmary.

Finally, a basic illustration nmust provide the foll ow ng "tabul ar
detail"” for policy years 1- 10 and for every fifth policy year
thereafter until age 100, policy maturity or final expiration and
(except for terminsurance beyond the 20th year) for any year in which
the pre-mumis to change:
e The premiumoutlay and node the applicant plans to pay and the
contract premum as applicable.



e The corresponding guaranteed death benefit, as provided in the
policy.

e The correspondi ng guarant eed val ue avail abl e upon surrender, as
provided in the policy.

St andards for Supplenmental |llustrations
Insurers may provide supplenmental illustrations if:
e They are attached to, acconpanied by or preceded by a basic
illustration that conplies with the rule.
* The non-guaranteed el enents shown are not nore favorable to the
policy owner than the correspondi ng el enents based on the scale

used in the basic illustration

* They conformto the General Rules and Prohibitions section of the
rule.

e The prem umunderlying the supplenmental illustration is equal to
the prem um shown 1n the basic illustration

Annual Report;

Notice to Policy Oamners

When illustrations are used after the rule's effective date, insurers
will be required to give policy owers an annual report on the status of
;he:rdpolicies. The required information for various contract types will
i ncl ude:

Uni versal Life
Policy value at the end of the previous report period and the end of the
current report peri-od.

Total anmpunts credited or debited to the policy value identified by type
(for example, interest, nortality, expense and riders).

Death benefit for each covered life.

Net cash surrender val ue.

Amount of outstanding | oans, if any.

When applicable, a notice warning that the policy's cash surrender val ue
is insufficient to nmaintain insurance in force until the end of the next
reporting period.

QG her Life Policies
Current death benefit.

Annual contract prenium

Current cash surrender val ue.

Current dividend.

Application of current dividend.
Ampount of outstanding | oans, if any.
Pol i ci es Wthout Non-Forfeiture Val ues

TDI will require annual reports for these policies only when the insurer
has made changes to non-guaranteed policy el enments.

Annual Certification

Each insurer will be required to appoint one or nore illustration
actuaries. Their duties will include certifying that the disciplined
current scale used in illustrations conforms to the Actuarial Standard
of Practice for Conpliance with the NAIC Mbodel Regulation on Life



Insurance Illustrations issued by the Actuarial Standards Board and that
the illustrated scal es

used in insurer-authorized illustrations neet the requirenents of the
Texas rul e.

The rule sets out requirenments for such actuari es.

Other Rules
The Iife illustration rule does not supersede TDI's existing advertising
rules, codified as 28 TAC Chapter 21, subchapters A and B

Proj ected publication date: September 25, 1998

Effective date: Septenber 29, 1998. Applicable to policies sold on and after
July 1, 2000.

Further information: 512 463-6327



